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CORPORATE INFORMATION 


Volume Reporting 

All production, sales and reserve statistics are Canadian Natural's working interest amounts before deduction of royalties, unless stated 
otherwise. Where volumes are reported in barrels of oil equivalent, natural gas is converted to oil at six thousand cubic feet per barrel 
unless otherwise noted. This conversion ratio approximates relative heating values. In previous years, 10 thousand cubic feet per barrel 
was used as an approximation of historical relative sales values. The six Mcf/Bbl ratio is being adopted by more Canadian oil and 
natural gas companies and investment analysts and is more common outside of Canada, particularly in the United States. 


Notice of Annual Meeting 


The annual meeting of shareholders will be held at 3:00 p.m. on Thursday, May 11, 2000 in the 
Ballroom of the Metropolitan Centre, Calgary, Alberta. All shareholders are invited to attend. 


A SOLID BASE FOR GROWTH 
IN CANADA 


Canadian Natural Resources Limited 
has moved into the 21st century with a 
proven corporate strategy and 


world-class asset base. 


In 1999, the Calgary-based senior oil and 
natural gas exploration and development 
company continued its decade-long track 
record of achieving consistent growth in 
its operating and financial results by 
adhering to a corporate strategy of 
effective cost control, manageable bank 


debt and a defined growth strategy. 


Now, with the completion of the 
$1 billion acquisition of BP Amoco’s 
oil assets in Alberta, Canadian Natural 
is well positioned to achieve future growth 


in production and shareholder value. 


HIGHLIGHTS 


($ millions, except per share data) 1999 z 1998 % Change 
FINANCIAL 
Gross revenue 1,286.8 877.6 +47 
Cash flow from operations 723.5 444.2 +63 
Per share 6.96 4.47 +56 
Net earnings 200.2 59.0 +239 
Per share 1.93 0.59 +22/ 
Net reserve replacement expenditures 1,904.4 3} (0 +228 
Long-term debt 2,156.9 1,425.5 +51 
Shareholders’ equity 1,892.0 Wee A +48 
OPERATING 
Natural gas production (mmcf/d) 721.0 672.6 +7 
Average selling price (6Cdn/mcf) 2.36 22 +11 
Crude oil and NGLs production (bbls/d) 86,750 15,744 +15 
Average selling price (6$Cdn/bbl) 21.04 12.93 +63 
Natural gas reserves (bcf) 
Proven 2,183.1 100532 +15 
Probable 364.2 310:5 +17 
Total 2,547.3 Papa RSV +15 
Crude oil and NGLs reserves (mmbbls) 
Proven §53.5 287.0 +93 
Probable 86.4 97.2 -14 
Total 639.9 384.2 +67 
Drilling activity (net wells) TPH) 357.9 +103 
Undeveloped land holdings (O0Os of net acres) 5,440 4,795 +13 
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LETTER TO. SHAREHOLDERS 


Canadian Natural Resources has established a solid reputation 
as one of the most consistent performers in the 
western Canadian energy industry, achieving growth year 


after year, in both good times and bad. 


In 1999, we delivered record financial and operating 
results, capping a decade of impressive growth 


for our shareholders and employees. 


More importantly, we set the stage in 1999 for an accelerated rate of growth in the future — growth that 
promises to take our Company to a new, higher level of operational and financial performance. The catalyst 
for this accelerated growth was the completion of the largest asset acquisition in our Company’s history. The 
$1 billion purchase of all BP Amoco’s heavy oil and oil sands properties in Alberta has provided us with low- 
cost growth and long-life reserves in core heavy oil areas where we have significant experience and expertise. 
Through the addition of these world-class assets, we are confident that we will achieve double-digit production 
growth into the 21st century. 


Our ability to complete the BP Amoco acquisition is testament to the financial strength and operational 
flexibility provided by our long-term growth strategy. This strategy, adopted in 1989, is founded upon the 
principles of effective cost controls, manageable bank debt and a defined growth strategy. By adhering to 
these principles we were able to maintain a strong balance sheet during the low oil price period of 1998 and 
early 1999. Consequently, when the BP Amoco assets came on the market, we had the financial strength and 
flexibility to complete the transaction. 


Our growth strategy has been focused on building a diversified asset base that is balanced between heavy oil, 
light oil and natural gas. The benefit of this balance was clearly evident over the past year. Throughout 1998 and 
into the first quarter of 1999, our capital program was directed towards natural gas in response to historically 
low oil prices. Accordingly, our oil production declined. However, in the second quarter, as oil prices began to 
climb, we rapidly expanded our oil development program. The result was an immediate increase in quarterly oil 
production and significant increases in cash flow and net income. 


Highlights of 1999 


With quarterly improvement throughout 1999, Canadian Natural’s financial results reached record levels. Cash 
flow increased 63 percent to $724 million from $444 million in 1998. Net income for the year was $200 million 
compared to $59 million in 1998, an increase of 239 percent. On a per share basis, cash flow was $6.96 
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compared to $4.47 in 1998. On a per barrel of oil equivalent basis, 
using a gas to oil conversion ratio of 6:1, cash flow increased 48 
percent to $9.56 from $6.48 in 1998. This increase was driven by 
higher levels of production and higher realized commodity prices. 


Operationally oil production increased 15 percent to 86,750 barrels 
of oil per day. Natural gas production increased 7 percent to over 
720 million cubic feet per day. Growth in production volumes was 
highlighted in the fourth quarter as production averaged 242 
thousand barrels of oil equivalent per day, comprised of 116 
thousand barrels of oil and 757 million cubic feet of natural gas. 


Reserves of oil and natural gas grew to record levels with proven oil 
reserves increasing 93 percent to 554 million barrels and proven 
natural gas reserves, increasing 15 percent to 2.2 trillion cubic feet. 
On a barrel of oil equivalent basis Canadian Natural’s proven and 
probable reserves grew by 41 percent to 1.1 billion barrels of oil 
equivalent. To date Canadian Natural has booked only 226 million 
proven and probable barrels of oil attributable to the BP Amoco 
acquisitions. Estimates of the reserves associated with the 
properties so acquired, as confirmed by the Company’s independent 
engineers, exceed one billion barrels of oil equivalent. Additional 
reserves will be booked as they are developed. 


Based on proven reserves only, the reserve life for our oil is 17.5 
years while the natural gas reserve life is 8.3 years. During 1999 
the Company replaced its yearly production by 5.1 times at a cost 
of $4.93 per barrel of oil equivalent. 


In 1999, in response to the significant increase in the price of oil, 
our drilling program was more than double that of 1998, with the 
majority of the activity occurring in the third and fourth quarters. We 
drilled 727.3 net wells with a success rate of 93 percent up from 88 
percent the year before. 


Growth strategy 


Over the past decade, Canadian Natural has consistently delivered 
results that exceed the industry average. Year after year, we have 
recorded positive earnings and growth in asset value through an 
unwavering commitment to our corporate strategy. 
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From left: Steve Laut, Réal Cusson, 
Lyle Stevens 


From left: Brian Illing, Tim McKay, 
Allen Knight, Greg Adams 


The success of this strategy can be seen by our five-year return on equity, which has averaged 10 percent to 
December 31, 1999. By comparison, the average in our peer group over the same period was 2 percent. In 
1999 the Company produced positive earnings ($1.93 per share), contributing to an increase in return on 
equity to over 13 percent. At the same time, we have remained one of the lowest cost operators in the industry. 
In 1999, with increasing commodity prices and continuing low overall costs, cash flow per barrel of oil 
equivalent increased to a level that enabled us to reach our targeted recycle ratio of 2 to 1. 


We have achieved these favourable financial and operating results by adhering to our long-term growth strategy 
of building a large but diversified asset base in western Canada, which we exploit in the most cost effective 
manner possible. Over the past decade, we have established five core areas, each with its own characteristic 
production and reserve profile. This allows us to remain focused, yet provides flexibility to adapt our capital 
program to take advantage of emerging opportunities brought about by changing environments. 


Within each core area we develop considerable in-house expertise and amass a very large prospect inventory 
and we can efficiently identify and prioritize prospects and pursue exploration and development best suited to 
our short- and long-term objectives. We pursue 100 percent working interests and operatorship, which allows 
us to control the extent and timing of future development. Our growth is completed by a focused opportunistic 
property acquisition program which requires that targets are a strategic fit within our existing base of 
operations. With a large inventory of high quality prospects, we are under no pressure to pursue acquisitions 
unless they meet our growth parameters. 


Moving forward, we do not plan to deviate from this growth strategy. It has served us extremely well over the 
past decade, and we believe it will propel us to even greater success in the next 10 years. 


BP Amoco acquisition 


The acquisition of the remaining Canadian oil properties from BP Amoco represents an outstanding opportunity 
for Canadian Natural to build a new platform for long-term growth in western Canada and move to a new level 
of operational and financial performance. These properties met our acquisition criteria on all counts. They offer 
significant immediate, medium-term and long-term, low-cost growth in core areas where we already operate and 
have considerable expertise. They feature high working interests with potential for high recycle ratio growth. 


The development and exploitation potential of these properties is immense. At the time of the acquisition, 
production was 41,600 barrels of oil equivalent per day, generated through 30,000 barrels a day at Bonnyville, 
8,000 barrels at Pelican Lake and 3,600 barrels at Nipisi. However, the medium and long-term potential is where 
the greatest value lies. The assets have a seven percent decline rate and a 25-year proven reserve life, with 
estimated proven reserves of 400 million barrels and proven plus probable reserves of 1 billion barrels. Not 
included in this reserve estimate are the 2.6 billion barrels of mineable bitumen contained in the Mic Mac tar sands 
lease. In addition, we acquired 700,000 acres of net undeveloped land, royalty interests covering lands throughout 
western Canada and at Lake Erie, and a 50 percent interest in an Alberta electrical co-generation plant. 


CANADIAN NATURAL RESOURCES _ Annual Report 1999 


Outlook for 2000 


Our 2000 base capital expenditure budget (excluding acquisitions) has been set at $750 million, which 
includes the drilling of approximately 700 wells. In addition, we have anticipated spending $250 million for 
acquisitions. Approximately 70 per cent of the 1999 budget will be directed towards oil. We have budgeted 
2000 cash flow to be in the range of $950 million and $1.1 billion. These estimates are based on average 
daily production of 125,000 to 135,000 barrels of oil and average daily production of 750 to 775 million cubic 
feet per day of natural gas with an average WTI price of US$21.00 a barrel and natural gas averaging 
Cdn$2.75 per thousand cubic feet. 


With current production volumes in excess of 262,000 barrels of oil equivalent per day (converting natural gas 
to oil at a conversion ratio of 6 to 1) and continuing strong commodity prices, Canadian Natural will realize 
significant increases in its cash flow for the balance of the year. The Board of Directors have presently 
determined that excess cash flow realized over and above the forecast $1 billion capital expenditure budget 
will be directed towards repayment of long-term debt. This strategy will provide continued production growth 
per share, superior returns on equity and the flexibility to pursue future opportunities as they arise. 


The success that we have achieved as a company over the past decade is due in large part to the collective effort 
and commitment of our directors and employees. Together as a team, they have consistently risen to the 
challenge of delivering results that exceed those of many of our peers. We are proud of their accomplishments 
and sincerely thank them for the success that they have allowed us to achieve as a whole. And with their ongoing 
loyalty and commitment, we are confident that we will continue to generate long-term value for our shareholders. 


In memory 


In 1999 we unfortunately lost one of our team with the passing of Robert Boulware. Bob was one of the 
founders of Canadian Natural and served as president from 1976 to 1985. A director since the Company’s 
inception, Bob always had a realistic outlook and direction that will be missed. On behalf of the team at 
Canadian Natural - thank you. 


On behalf of the Board of Directors, 
John G. Langille Allan P. Markin 


President Chairman 
March 24, 2000 
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OUR WORLD-CLASS TEAM 
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OPERATIONS 


Canadian Natural achieved favourable operating results for 
1999 through strict adherence to its operating strategy: effective cost 


controls, managed debt and long-term growth. 


Developing its large asset base in a cost effective manner, 
and focusing on high recycle properties in western Canada have 


been key to the Company’s success. 


Canadian Natural established several operating targets, promoting continued growth and increased 
shareholder value. They are as follows: 


Positive earnings and return on equity 


Canadian Natural has not recorded a loss in any reporting period over the past eleven years. The Company's 
growth in oil and natural gas reserves has increased on a per share basis each year. Canadian Natural’s return 
on average equity remains at the top end of its North American peer group. 


Low reserve replacement costs 


Canadian Natural’s reserve replacement costs include all costs incurred in finding, developing and bringing 
on-stream reserves of oil and natural gas. Our target is to be under $6 per barrel of oil equivalent on an annual 
basis, regardless of the commodity price. 


Control costs 


Canadian Natural consistently maintains low costs in all three operating aspects of our business: reserve 
replacement, operating and administration. The aggregate of costs over an extended period of time are at the 
low end of the Company’s peer group. 


Maintain a strong balance sheet 


Canadian Natural’s debt position is managed in relation to the size and depth of its asset base, providing the 
Company with the flexibility to adapt its capital program to pursue growth opportunities as they arise. 
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1999 capped a decade of positive financial and operating results for Canadian Natural. Building upon this 
momentum, the Company has clearly defined strategies to meet its operating targets. 


Generate projects 


Canadian Natural has a compliment of technical people and expertise to evaluate and pursue projects that 
meet the Company’s economic criteria. 


Acquire properties 


Canadian Natural will acquire properties situated within the Company’s core operating regions. Focusing 
operations in areas with contiguous land holdings and complementary infrastructure provides operating 
synergies and clear economic value for Canadian Natural. 


Own and operate 


Over 90% of the net wells drilled for Canadian Natural are operated by the Company, as is 90% of the 
Company’s production. 


Maintain high working interest 


Canadian Natural has an average working interest of 87% in its undeveloped land base. A high working 
interest affords the Company autonomy, control and the flexibility to define and meet corporate objectives. 


Manage risk 


The majority of Canadian Natural’s undeveloped land is located in areas with potential for oil and natural gas 
at varying depths up to 6,000 feet. Recent acquisitions to our asset base fall within these depth parameters, 
affording the Company considerable medium risk drilling opportunities. 


Apply technology 


Canadian Natural utilizes new technology to its fullest potential. Providing the technology is proven and economical to 
daily operations, the Company has used new methods of interpretation by geophysicists, horizontal and sidetrack 
drilling, underbalanced drilling and enhanced production recovery methods such as Steam Assisted Gravity Drainage. 


Focused Operations 


Canadian Natural operates in five core regions of western Canada, and will pursue opportunities to acquire 
additional properties within these core areas. Focused operations in areas with contiguous land holdings and 
a complementary infrastructure provides operating synergies and clear economic value for the Company. 
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WORLD CLASS ASSETS, 
LONG-TERM GROWTH. 


|) 1225. Canadian Natural Resources 
completed a $1 billion acquisition of the 
OW eh of BP Amoco in Alberta. 
The transaction, the largest in the 
Company s history, has positioned 
Canadian Natural © 1o\-ces 


long-term growth in western Canada. 


These assets offer the following: 


41 600 barrels per day of immediate production: 
Proven reserves of 400 million barrels of oil equivalent: 
Proven and probable reserves of 1 billion barrels of 

oil equivalent; 

Estimated 2.6 billion barrels of mineable bitumen; 

700 thousand acres of undeveloped lands: 

High recycle ratio growth: 

Low operating costs; 

Low royalties: 

High working interest; and 


Superb fit within Canadian Natural Resources core regions. 


SCamarcicnnm Nau) produces heavy 
oil using two production recovery 
mechanisms: primary (cold) production 
and thermal (hot) production. Our assets 
are similarly distinguished by 
characteristics where these two types of 


productiom recovery mechanisms provide 
} the most effective recovery of 
hydrocarbons and the optimum economic | 
returns. Our heavy oil properties provide 
us with some of the most. 


recycle ratios in the industry. 


Typical Operating Parameters 


Initial Reserves Onstream Operating API° Recovery 

Rate per well Bbl/d Per Well MMSTB Costs $/bbl Costs $/bbl Factor % 

Vertical/Slant unconsolidated 50 - 150 100 - 200 2.50 5,50 12-14 > 20) 
Pelican Horizontal 200 - 400 300 - 500 3.50 2.00 Wai = We = 12 
Thermal Cyclic Primrose 100 - 250 500 2.50 5) 0) 12 1825) 
Thermal SAGD Wolf Lake 400 - 600 750 - 1000 8.00 6.00 12 40 - 60 


Mineable Bitumen 


This process is applied to thick sands located near the surface containing bitumen with an API of 6° to 9°. 
The surface overburden is first stripped away. The oil sands are then removed and trucked to a processing 
facility, where the sand is separated from the bitumen and the bitumen is processed and upgraded. 


Canadian Natural does not currently have any mineable production, but owns the Mic Mac lease, which 
contains 2.6 billion barrels of mineable bitumen. Similar operators in the area have operating costs of $11.00 
to $15.00 per barrel. Capital costs are significant, in the $4 to $5 billion range, but this equates to only $1.00 
to $2.00 on a per barrel basis. 


Canadian Natural will be undertaking further development and feasibility studies on its mineable leases for 
long-term growth. 


Canadian Natural 
Heavy Oil lands 
located in Alberta 
and Saskatchewan. 
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Heavy Oil Marketing 


The majority of the heavy oil produced in Canada is consumed in the midwestern United States. To transport 
heavy oil to this market, condensate is required to blend the heavy oil to pipeline specifications. The amount 
of condensate required is dependent on the viscosity of the heavy oil. For Canadian Natural’s production the 
amount of condensate per barrel of heavy oil ranges from 18% at Pelican Lake to 28% at Primrose. 


In addition to the cost of condensate the price of heavy oil is discounted to WTI oil in the form of a quality 
differential. Therefore the wellhead price of heavy oil is dependant on both the quality differential and WTI 
price. This increases the volatility of heavy oil wellhead price, when the price of WTI oil changes rapidly, 
however in the case of a downturn in prices the duration of lower prices is shortened in comparison to WTI 
pricing. The chart shown below illustrates this phenomenon which occurred in 1998 and in 1999. The chart 
shows that the WTI price was below US$18.00 a barrel for 20 months, whereas the heavy oil wellhead price 
was below Cdn$12.50 a barrel for half that time or 10 months. The higher discount occurring in the first half 
of 1998 was caused by pipeline constraints which have now been reversed. Canadian Natural can still achieve 
recycle ratios of 2 to 1 at a price of Cdn$12.50. 
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( () LID — Primary beaver 


Under primary recovery the energy required to flow heavy oil into the wellbore comes from the expansion of 
solution gas. The recovery of oil by this method ranges from three to 20 percent of original oil-in-place, 
depending on the viscosity of the oil and the amount of solution gas. Production can be recovered through 


vertical, slant or horizontal wells. 


VERTICAL Z 


SSR aes 5 


Screw pump technology 


- HORIZONTAL PRIMARY 


Operating costs are very low 


produces sand with the oil Screw pumps with horizontal wells 
which improves productivity improve ultimate 
recovery from Horizontal wells can be used 


vertical wells where reservoir sands are 


Vertical/Slant Wells in Unconsolidated Sands 
Screw pump technology has been a significant 
advance for producing heavy oil from unconsolidated 
sands. Screw pumps produce sand with the oil, which 
improves both the productivity and ultimate recovery of 
oil from the vertical well. This technology allows wells to 
be produced at high drawdowns, which has led to 
development of significant heavy oil reserves that were 
previously uneconomical. 


Canadian Natural currently produces about 55,000 
barrels per day of oil from vertical or slant wells. A 
typical well will take two to three months to reach 
maximum productivity. This rate is sustained for two 
to four years and then production declines rapidly. 
While these decline rates are significantly higher 
than were realized with previous rod pump 
technology, the overall recovery is greater. 


relatively consolidated 


Horizontal Wells 

Horizontal wells can be used to recover oil under 
primary recovery methods if the reservoir sands are 
more consolidated. It is often possible to drill more 
than one well bore from the same surface location. 
This recovery method is employed at Canadian 
Natural’s Pelican Lake field, where the sands are 
partially consolidated and high drawdowns can be 
achieved. At Pelican Lake, Canadian Natural 
currently produces 27,000 barrels per day of oil 
under this recovery system. Operating costs are 
$2.00 per barrel, with a capital cost of $3.50 per 
barrel to bring onstream. 
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H () — Thermal Production 


A number of different types of thermal processes are available to increase production from heavy oil reserves. 
The two processes employed by Canadian Natural are cyclic steam injection and steam-assisted gravity 
drainage (SAGD). In both processes, steam is introduced into the reservoir to heat the heavy oil and reduces 
its viscosity. This improves the flow characteristics of the oil, greatly increasing the productivity and recovery 


of oil from the reservoir. 


SAGD 


SAGD recovery ranges 
from 40 to 60 percent 
of oil-in-place 


Steam is continuously 
injected to heat the oil 


Steam Assisted Gravity Drainage (SAGD) 

The steam-assisted gravity drainage (SAGD) process 
requires a pair of horizontal wells. Each pair consists 
of a producer near the base of the reservoir and an 
injector located about five metres above it. Steam is 
continuously injected through the upper well and flows 
up to the cold reservoir, heating the oils which then 
condenses. The heated oil and steam condensate 
drain by gravity to the lower production well and fluids 
are withdrawn by gas/steam lift. The depleted oil zone, 
or steam chamber, rises and spreads as production 
continues. Recoveries for this process range from 40 
to 60 percent of the original oil-in-place. 


Canadian Natural produces about 8,000 barrels per 
day of oil under SAGD. Production rates are 400 to 
1,000 barrels per day per well and recovery is from 
750 thousand to 1.5 million barrels per well pair. 


Cycle steaming is used 
on both horizontal and 
vertical wells 


STEAM CYCLE 


Steam is injected for several 


weeks, followed by a production 


phase of several months 


Cyclic Steam Injection 

The cyclic steam injection process consists of 
alternating cycles of steam injection and hot oil 
production. During the injection phase, steam is 
injected for several weeks, heating the rock and 
fluids around the well. After injection, the reservoir 
will contain a zone of pressurized, highly mobile oil, 
water, and steam. During the production phase, the 
wellbore pressure is lowered, allowing the 
production of the hot fluids. Production continues for 
several months until fluid production and 
temperatures drop to low rates, signaling the time to 
commence another injection cycle. Canadian 
Natural uses both horizontal and vertical wells for 
cycle steaming. 


With the BP Amoco acquisition, Canadian Natural now owns one 


of the largest bases of oil and natural gas in Canada. 


The two most significant properties acquired 


are at Bonnyville and Pelican Lake 


BONNYVILLE 

With production of 30,000 barrels of oil per day, Bonnyville was the major producing property acquired. The 
property is comprised of two producing areas of Wolf Lake and Primrose. These areas are interconnected with 
road and pipeline facilities. 


Production in the Bonnyville area uses the thermal enhanced recovery techniques of a low-pressure cyclic steam 
process incorporating horizontal wells and from SAGD processes. The property produces 12° API oil primarily 
from the Clearwater and Grand Rapids formations, with original oil in place of greater than 4 billion barrels of oil. 


A significant infrastructure exists at both Wolf Lake and Primrose. Although the plant is capable of processing 
60,000 barrels of oil per day, it is currently running at only slightly more than 50 percent utilization. At 
Primrose, the Company has a 50 percent interest in an electrical co-generation plant which sells electricity 
into the Alberta power grid. 


To ensure the optimal production, 
Canadian Natural plans to drill 
44 wells at Primrose/ Wolf Lake, 
with full capacity by mid 2001. 
Engineering and environmental 
work is currently underway to 
support a 30,000 barrels per day 
expansion planned for early 2003. 
Further expansion to the facility is 
forecast for 2005 and 2006. 


In keeping with Canadian Natural’s 
strategy of cost control, Bonnyville 
has operating costs of $5.50 per 
barrel and onstream costs of less 
than $2.50 per barrel. Early Ue : . 
development costs willbe well under = {@ cCNRLLands- 
$2.00 per barrel as the existing 
infrastructure is optimized. 


a Steam Generation and Electric Co-Generation Plant 


_2'\__ Oil Processing Battery and Plant 
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PELICAN LAKE 

Pelican Lake was already a significant producing property for Canadian Natural in 1999. This production was 
augmented with the purchase of the BP Amoco properties, resulting in December, 1999 rates of 21,000 
barrels per day. Sixteen wells were drilled in the Pelican Lake area during the last half of 1999. 


The Pelican Lake field produces 14° to 17° API oil from the Wabiskaw sands at a depth of roughly 450 m. 
The field contains approximately 2.3 billion barrels of oil in place, with recoveries in the 6 percent to 10 
percent range, depending upon the location within the field. Canadian Natural controls approximately 60 
percent of the pool, with 80 percent of this being in the higher-quality thick portion of the pool. It is estimated 
there are 600 drilling locations for long length horizontal wells. 


Canadian Natural plans to develop the Pelican Lake property to its full potential over the next five years. Plans 
for 2000 include 120 wells along with gas conservation facilities and battery expansions. Current production 
at the Pelican Lake facility is 27,000 barrels per day, with a capacity for approximately 32,000 barrels per 
day. Canadian Natural plans to expand capacity to 40,000 barrels per day in 2000. 


The considerable facility capacity, 
along with a vast network of roads, 
the existing gathering systems, and 
a 50 percent ownership in the sales 
pipeline provide Canadian Natural 
with a dominant infrastructure 
position in the area. This existing 
infrastructure serves to keep costs 
very low, with operating costs of 
$2.00 per barrel and onstream 
costs of $3.00 per barrel. This field 
has by far the most attractive 
recycle ratios within the Company. 
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PROPERTY PROFILES 


Major Properties Reserves and Values 


(as at January 1, 2000) Crude oil and NGLs Natural gas Value* 
Region mbbls % mmcf % $ thousands % 
Northwestern British Columbia/ 

Northwestern Alberta 33,059 OZ 758,422 PNG iI KSHsisto 16.4 
Eastern Alberta/Western Saskatchewan 441,502 69.0 136,761 5.4 2,198,261 30.7 
North Central Alberta 106,719 low 896,152 S52 225071 Sil 4! 
South Central Alberta 24,774 3.9 605,006 23.7 965,063 13.5 
Williston Basin 24,597 3.8 16,935 O.7 200,660 2.8 
Other 9,273 1.4 139,041 5.4 336,913 47 
Alberta Royalty Tax Credit and 

Corporate Capital Cost Allowance 40,465 0.5 


Total 639,924 100.0 2,547,317 100.0 7,166,238 100.0 


* Estimated future net revenues before income taxes, discounted at 10 percent, as evaluated in the Reserve Evaluation (page 26). 


Northeastern B.C. / Northwestern Alberta 


1999 2000 Forecast 
Average production 
Gas 250 mmcf/d 270 mmct/d 
Oil 11,200 bbls/d 12,000 bbls/d 
Drilling activity 74 net wells 100 net wells 
Undeveloped land 1,258,000 net acres 


Canadian Natural has been a very active driller in this light oil and liquids-rich natural gas region. Successful 
exploration and development has positioned Canadian Natural as one of the largest oil and natural gas 
producers in British Columbia. 


Compared to its other core areas, drilling targets are deeper, up to 5,000 vertical feet, however, risk is 
mitigated by multi-zone potential and larger reserve targets. The Company’s success in this geologically 
complex area has hinged on its technical expertise, employing advanced technology and effective cost 
controls. The exploration strategy focuses on comprehensive evaluation through two-dimensional and three 
dimensional seismic and targeting economic geological areas close to existing infrastructure. 


A large proportion of the assets acquired during 1999 through the Plan of Arrangement proposed by the 
Company for the assets of Blue Range Resource Corporation are located in this region. 
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Eastern Alberta / Western Saskatchewan 


1999 2000 Forecast 
Average production 
Gas 28 mmct/d 35 mmcf/d 
Oil 43,100 bbls/d 77,000 bbls/d 
Drilling activity 136 net wells 195 net wells 
Undeveloped land 695,000 net acres 


Reserves of heavy oil (averaging 13° API) and some natural gas are produced through conventional vertical 
and horizontal well bores from a number of productive horizons up to 2,500 feet deep. 


After reaching historic lows in the first quarter of 1999, the benchmark WTI price recovered commencing in 
the second quarter of the year. This, combined with the narrowing of the differential for heavier quality crude 
oil and reduction in the cost of condensate used for blending, resulted in a significant improvement in the price 
realized for crude oil produced from this region. With the continuance of the Company’s overall low operating 
costs to produce conventional heavy oil, Canadian Natural’s netbacks improved significantly throughout the 
year. Accordingly, in the latter part of the second quarter of the year the Company substantially increased its 
drilling program in this region. 


The properties acquired at Primrose/Wolf Lake are also located in this region. As well as the SAGD process 
utilized at Primrose/Wolf Lake, the Company also has a 50 percent interest in another successful SAGD 
application at Tangleflags in Saskatchewan. 


North Central Alberta 


1999 2000 Forecast 
Average production 
Gas 303 mmcf/d 305 mmceft/d 
Oil 18,000 bbls/d 32,000 bbls/d 
Drilling activity 159 net wells 230 net wells 
Undeveloped land 2,235,000 net acres 


Canadian Natural has grown North Central Alberta into its largest natural gas producing area. The region is 
also indicative of Canadian Natural’s operational flexibility as it encompasses Pelican Lake, the large expanse 
of oil sands leases at the northern end of this region. 


Gas volumes from this region accounted for 42 percent of the corporate total in 1999. Natural gas prospects 
are typically low risk, multi-zone shallow targets at depths up to 3,000 feet. The profitability of these wells is 
further enhanced by the large Company-operated infrastructure which allows for drilling and well tie-in at low 
onstream costs. 
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At Pelican Lake, in the Brintnell area of this region, the Company has the major ownership position in the 
necessary infrastructure, including roads, drilling pads, pipelines, batteries and compressors to ensure future 
economic development of the large oil pool. The Company’s holdings in the area were further augmented with 
the acquisition of contiguous lands and facilities from BP Amoco. With the recovery of oil prices in the second 
quarter of 1999 the Company re-commenced its horizontal drilling program in this area in the second half of 
the year. 


South Central Alberta 


1999 2000 Forecast 
Average production 
Gas 134 mmcet/d 140 mmcf/d 
Oil 7,000 bbls/d 7,000 bbls/d 
Drilling activity 345 net wells 235 net wells 
Undeveloped land 216,000 net acres 


south Central Alberta is characterized by shallow to medium depth natural gas and light oil. Since Canadian 
Natural entered the area in 1996 through an acquisition, it has focused primarily on development of under- 
exploited gas reservoirs. The Company has also pursued low risk opportunities to improve oil production from 
existing pools through infill drilling, work-overs and recompletions. An extensive infrastructure allows wells to 
be brought onstream quickly and economically. The shallow depth of drilling targets also contributes to the 
area’s profitability. The Company undertook a very active drilling program in 1999, particularly shallow gas 
wells predominately in areas where Canadian Natural already has gathering and processing facilities. The 
production from these wells will be low productivity per well but long life reserves. 


Williston Basin 


1999 2000 Forecast 
Average production 
Gas 2 mmect/d 2 mmct/d 
Oil 6,800 bbls/d 7,000 bbls/d 
Drilling activity 14 net wells 15 net wells 
Undeveloped land 445,000 net acres 


The Williston Basin is located in Southeastern Saskatchewan. It is characterized by light sour crude and 
Canadian Natural entered the area in 1996 through the Sceptre Resources acquisition. In the second half of 
1999, with the recovery in the price of oil, Canadian Natural drilled a total of 13 oil wells. The majority of these 
wells were horizontal infill development wells. With the Company already owning significant amounts of oil 
processing facilities, these wells can be economic with the higher oil price. 
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REVIEW OF OPERATIONS 


With improving oil prices Canadian Natural re-instituted oil 


drilling locations and doubled the net oil wells drilled. 


Our proven reserve life index increased to 17.5 


years for oil properties. 


Undeveloped Land 


One of the prerequisites to long-term economic growth in exploiting and producing oil and natural gas is to 
own and control a large base of mineral rights in undeveloped lands. Canadian Natural continues to increase 
its undeveloped land holdings in proportion to the overall increase in its asset base. At the end of 1999 the 
Company held in excess of 5.4 million net acres of undeveloped land. In keeping with the Company’s focused 
land acquisition program, 90 percent of the land acquired this year was within the Company’s five core 
regions. The average price paid by Canadian Natural in 1999 on provincial land sales was $41 per acre, 
compared with the average industry price in 1998 of $49 per acre. 


Canadian Natural maintained an average working interest of 87 percent in the newly acquired lands in 1999. This 
high working interest ensures the Company retains control over any exploration and development opportunities. 


Landholdings 


1999 1998 
Gross Net Average Gross Net Average 
Acres Acres Interest Acres Acres Interest 
Developed 3,960,455 3,150,626 80 3,089,002 2,360,601 76 
Undeveloped 6,231,112 5,439,557 87 5,497,129 4,795,719 87 
Total 10,191,567 8,590,183 84 8,586,131 7,156,320 83 
Undeveloped Land Holdings Reserves 
(%) (%) 
N. Central N.E.B.C./ N. Central N.E.B.C./ 
Alberta 41.1% NW Alberta 23.1% Alberta 24.1% NW Alberta 14.9% 


Eastern Alberta/ 
W Saskatchewan 
43.6% 


Eastern Alberta/ S. Central 
W Saskatchewan Alberta 11.8% 
12.8% 


Other 
Williston 3.0% 


S Oculiel BASINEe Williston 


Other : 
Alberta 4.0% 40.8% Basin 2.6% 
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The geographic location of the undeveloped land is as follows: 


Net Undeveloped Land (net acres) 


1999 1998 
British Columbia 1,027 859 
Alberta 3,582 2,984 
Saskatchewan 481 O07 
Other 350 SS 


Total 5,440 4,795 


Seismic 

With the focus on internally-generated prospects, both two- and three-dimensional seismic are an important 
resource for the Company. In 1999, Canadian Natural invested $17.9 million to acquire new seismic data and 
to purchase and reprocess existing data. In total, the Company shot 1,920 kilometers of conventional seismic, 
and 80 square kilometers of three-dimensional data. Canadian Natural also purchased 3,600 kilometers of 
conventional seismic. 


Drilling Activity 

Canadian Natural’s commitment to its operating strategies has afforded the Company financial flexibility and 
the ability to respond quickly to the rapidly changing economics of oil and gas. Responding to the volatile price 
of oil, Canadian Natural was able to adeptly shift the emphasis and timing of its drilling programs without 
compromising the Company’s overall growth pattern. 


Due to the low net realized price per barrel of oil, Canadian Natural curtailed much of its oil drilling program in the 
first quarter of 1998 and into the second quarter of 1999. As oil netbacks improved during 1999, Canadian Natural 
quickly re-instituted drilling locations on oil potential lands resulting in a doubling of net oil well drilling for 1999. 


Large portions of Canadian Natural’s asset base are accessible year-round and are not restricted by weather or 
access. Accordingly, in the third quarter of 1999, Canadian Natural drilled over 300 shallow gas wells, 
predominately in its South Central Alberta region. These gas wells were comprised of infill, step-out development 
and exploratory wells. In total, the Company drilled a total of 458 net gas wells with the majority of the remaining 
wells being located in Canadian Natural’s traditional gas producing regions of N.E. British Columbia/N.W. Alberta 
and North Central Alberta. 


Crude Oil and NGLs Production Natural Gas Production 
(%) (%) 


N. Central N.E.B.C./ N. Central N.E.B.C./ 
Alberta 20.7% NW Alberta 12.9% Alberta 42.0% NW Alberta 34.7% 


Eastern Alberta/ 
W Saskatchewan 
49.7% 

S. Central 
Alberta 8.1% 


Other 
0.8% 

Williston 
Basin 7.8% 


Eastern Alberta/ 
W Saskatchewan 
3.9% 

Other Williston 


S. Central 0.5% Basin 0.3% 
Alberta 18.6% 
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Canadian Natural’s drilling program for 2000 includes a reasonable balance of 390 natural gas wells and 335 
oil wells. Over 90 percent of these wells will be located in Canadian Natural’s five core regions. 


Drilling Activity 
1999 1998 1997 

(number of wells) Gross Net Gross Net Gross Net 
Gas 481 457.6 216 193.2 23K 199.6 
Oil 229 PAT 4S) 120 106.5 486 442.9 
Injection/strat tests 11 8.9 20 Toes) 2 se) 
Dry 54 49.3 48 42.7 KS 67.0 
Total 775 727.3 404 357.9 800 ane 
Success Rate 93% 88% 91% 


Production and Sales 


Natural gas sales averaged 721.0 million cubic feet per day in 1999, a 7 percent increase over average sales in 
1998 of 672.6 million cubic feet per day. The North Central Alberta region continued to be Canadian Natural’s largest 
natural gas producing region with average sales of 303 million cubic feet per day, or 42 percent of the Company's 
total natural gas production. In the Northeast British Columbia/Northwest Alberta region natural gas production 
increased to 250 million cubic feet per day (35 percent of the Company total), while natural gas produced in the 
South Central Alberta region amounted to 134 million cubic feet per day (19 percent of the Company total). 


Record oil production volumes averaging 115,665 barrels per day were reached in the fourth quarter of 1999 
and contributed to a 15 percent increase in average yearly liquids sales to 86,750 barrels per day. Crude oil 
from Canadian Natural’s oil producing region in Eastern Alberta/Western Saskatchewan grew to 50 percent of 
the Company's total oil production. This area includes properties acquired from BP Amoco at Primrose/Wolf 
Lake. Low cost production from properties at Pelican Lake contributed to average oil production in the North 
Central Alberta region increasing to 18,000 barrels per day, or 21 percent of the Company’s liquids 
production. Light oil production from the Company’s Northeast British Columbia/Northwest Alberta region 
amounted to 13 percent of total oil production. 


10. 1 os 
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On a barrel of oil equivalent basis (using 6:1 natural gas to oil conversion) Canadian Natural’s 1999 production 
averaged over 206,000 barrels of oil equivalent per day, a 10 percent increase over the prior year. More than 
80 percent of this production came from three core regions: North Central Alberta, Northeast British 
Columbia/Northwest Alberta and Eastern Alberta/Western Saskatchewan. 


These increases in annual production reflect Canadian Natural’s ongoing strategy of pursuing acquisition 
opportunities in its operating areas while carrying out focused exploration and exploitation activities. 


Reserves and Reserve Replacement 


Canadian Natural’s proven oil reserves almost doubled in 1999 to end the year at 553.6 million barrels. This 
increase reflects the 222 million barrels of oil booked as part of the acquisition from BP Amoco and various 
other acquisitions throughout the year. Proven natural gas reserves of 2,183 billion cubic feet at the end of 
1999 were 15 percent higher than at the start of the year. The total reserves added to Canadian Natural’s 
reserve base represented 5.1 times the reserves produced in 1999. 


Canadian Natural’s reserve life index, based on proven reserves versus the year’s production, increased 
substantially in 1999 to 17.5 years for oil and 8.3 years for natural gas. On a barrel of oil equivalent basis, 
the reserve life index grew to 12.1 years. 


Canadian Natural continued its record of achieving low reserve replacement costs below its targeted level. 
Based on proven and probable reserve additions, and after accounting for all revisions of prior periods, reserve 
replacement costs in 1999 amounted to $4.93 per barrel of oil equivalent (6:1 conversion for gas to oil). Based 
on proven reserves only, after accounting for revisions, reserve replacement costs were reduced to $4.90 per 
barrel of oil equivalent. For the past three years Canadian Natural’s reserve replacement cost has averaged 
$4.78 per barrel of oil equivalent. 


Throughout 1999, commodity prices improved significantly and cash flow per barrel of oil equivalent increased to 
allow Canadian Natural to achieve its target recycle ratio of 2 to 1. If the cash flow per barrel of oil equivalent 
reached in the fourth quarter of 1999 prevailed throughout the year the recycle ratio would be 2.4 to 1. 


Probable Probable 639,924 


Proven Proven 


384,193 
351,429 


190,639 
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Reserves Reconciliation 


Crude oil and liquids (mbbls) 


Natural gas (mmcf) 


Proven Probable Proven Probable 


Balance, January 1, 1998 


270,421 81,008 


1,732,735 363,156 


Discoveries and purchases 53,365 21,951 425,398 28,518 
Property disposals (6,518) (3,664) (87,574) (13,628) 
Production (27,646) = (245,514) = 
Revisions of prior estimates (3,617) (2,107) 30,149 (67,499) 
Balance, January 1, 1999 287,005 97,188 1,905,194 310,547 
Discoveries and purchases 289,223 408 564,941 67,567 
Property disposals (110) (45) (19,888) (7,185) 
Production (31,664) = (263,165) ~ 
Revisions of prior estimates 9,102 Gil iltes)) (4,013) (6,686) 
Balance, January 1, 2000 553,556 86,368 2,183,074 364,243 


At the time of acquiring the remaining oil properties held by the oil business unit of BP Amoco, Canadian Natural 
estimated that the properties contained approximately one billion barrels of identified proven and probable 
reserves (as has now been confirmed by the Company’s independent petroleum engineering consultants), 
excluding any reserves that are associated with tar sand leases. However, only 222 million proven barrels and 
four million probable barrels have been booked as reserves attributable to the BP Amoco acquisition. 


Canadian Natural retains Sproule Associates Ltd., independent petroleum engineering consultants, to evaluate 
the Company’s proven and probable oil and natural gas reserves. Sproule has been retained by Canadian 
Natural for the past ten years. 


For the year ended December 31, 1999 Sproule’s Evaluation Report covered 97 percent of the Company’s 
reserves, with the Company internally evaluating the remaining 3 percent of the reserves. The Board of 
Directors of Canadian Natural has established a Reserve Committee which has met with Sproule and carried 
out independent due diligence procedures with the engineering firm, including the procedures followed in the 
preparation of the Evaluation Report. 


2.27 2.26 49 
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Reserve Evaluation 


Company interest reserves Present value before tax 

as at January 1, 2000 before royalty of future cash flow ($000s) (1) 
Crude oil Liquids Natural gas 10% 15% 

(mbbls) (mbbls) (mmcf) $ $ 

Proven 637,317 16,239 2,183,074 6,758,875 5,580,874 
Probable © 82,100 4,268 364,243 407,365 304,309 
Total January 1, 2000 619,417 20,507 2,547,317 7,166,240 5,885,183 
Total January 1, 1999 367,554 16,639 2,215,741 4,233,538 3,454,972 
Change (%) +69% +23% +15% +69% +70% 


Ninety-seven percent of the Company’s reserves are evaluated by Sproule Associates Limited (“Sproule”) with the remaining 3 


percent evaluated internally by the Company's engineers. 
1. Value includes additions for processing revenue, the Alberta Royalty Tax Credit and the value of the corporate capital cost allowance. 


2. The proven reserves are categorized as follows: 


Crude oil Natural Present Value before tax 

& liquids gas of future cash flow ($000s) 
(mbbls) (mmcf) 10% 15% 
Proven developed producing 291,807 18,2 4,706,006 8,987,402 
Proven developed non-producing 37,739 189,098 475,227 388,903 
Proven undeveloped 224,010 398,204 1,577,642 1,204,569 
DOG 000 2,183,074 6,758,875 5,580,874 

3. Value of the probable reserves are reduced by 50 percent to account for risk. 

4. Future oil price forecasts used in the Evaluation Report were based on Sproule’s October, 1999 pricing model and adjusted for 


quality of reserves, while future natural gas price forecasts were provided by the Company based on existing and forecasted 


future gas marketing arrangements entered into by the Company. The prices used in the Evaluation Reports are as follows: 


Average company sales prices — proven reserves 


Crude oil WTI at Cushing Crude oil Natural gas 

(US$ per barrel) ($Cdn per barrel) ($ per mcf) 
Jan. 1, 2000 Jan 1, 1999 Jan. 1, 2000 Jan. 1, 1999 Jan. 1, 2000 Jan. 1, 1999 
2000 20.00 16.32 20.53 16.97 3.14 2.44 
2001 20.30 18.21 19.42 18.05 3.12 2.62 
2002 20.60 20.16 18.80 20.17 3.22 2.65 
2003 20.91 20.57 18.97 20.26 3.31 ae 
2004 21.23 20.98 19.24 20.85 3.40 2.78 
2005 21.55 21.40 19.55 21.47 3.48 2.84 
2006 21.87 21.83 19.86 22.05 3.56 2.90 
2007 22.20 22.26 20.18 22.48 3.64 2.96 
2008 22.53 P| 20.49 23.27 3.72 3.02 
2009 22.87 23.16 20.91 23.98 3.83 3.10 
Thereafter +1.5% +2.0% +2.7% +3.1% +1.5% +2.2% 
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Natural Gas 


The very warm 1998/99 winter in Canada and the United States resulted in an uncharacteristic profile for gas 
prices with the lowest prices experienced in the first quarter of the year. The 1999 North American NYMEX 
benchmark price averaged US$2.27 per mmbtu, up six percent over 1998. Domestic prices followed a similar 
pattern, but were stronger than United States prices. The 1999 average Alberta price improved 42 percent 
over 1998 to $2.92 per mmbtu. The price differential between Alberta and NYMEX narrowed by 64 percent to 
an average of $0.43 per mmbtu. 


Although a record 6,510 gas wells were completed in the Western Canadian Sedimentary Basin in 1999, the 
average depth per well declined by 12 percent. Many shallow well programs were implemented in response 
to challenging drilling economics in the first half of the year. The net incremental Alberta volumes in 1999 
amounted to 200 mmcfd for a 1.5 percent increase over 1998. Despite this increase, there was a surplus 
export pipeline capacity which resulted in stronger domestic prices relative to export markets. Record gas 
completions in the United States in 1999 netted an overall marginal decline in dry gas production of 0.5 
percent compared to the previous year. 


The volume of Canadian Natural’s gas sales in 1999 increased by seven percent to 721 million cubic feet per 
day from 673 million cubic feet per day in 1998. The portfolio of direct sales represented 71 percent of the 
total volume, with the remaining 29 percent split among the main supply aggregators to which the Company 
has dedicated reserves. 


In 1999, Canadian Natural realized an average wellhead price for gas of $2.36 per thousand cubic feet, up 
11 percent from the $2.12 per thousand cubic feet achieved in 1998. The current supply and market 
fundamentals are very positive and suggest an excellent pricing environment for the next several years. The 
addition of the Alliance Pipeline, available in November 2000, will increase capacity by more than 2 billion 
cubic feet per day. This volume increase will ensure a further narrowing of the price differential compared with 
American markets, providing Canadian Natural economic incentive to aggressively drill for gas. Based on 
current market conditions and the Company’s pricing forecasts, Canadian Natural expects to realize an 
average price of $3.00 per thousand cubic feet in 2000. 
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Crude Oil 


Crude Oil prices recovered spectacularly in 1999. The North American West Texas Intermediate (WT)) 
benchmark averaged US $19.24 per barrel, up 33 percent from the US$14.43 realized in 1998. From a low 
of US $12.02 per barrel in February, the price began to rise steadily following the March Vienna Accord on 
reduced production quotas. By December 1999 the price of oil per barrel had increased 117 percent to a high 
of US $26.09. Worldwide production shortfalls resulted in record low inventory positions for crude and refined 
products at year end and a very bullish pricing environment. 


The very low crude oil prices experienced in the last quarter of 1998 and first quarter of 1999 significantly 
reduced drilling activity forcing many wells to be shut in. As a result Canadian heavy oil yearly average 
differential for Lloydminister blends improved by 22 percent in 1999 to US $4.30 per barrel. 


Canadian Natural’s 1999 crude oil production increased by 15 percent from 1998 to 86,750 barrels per day. 
The Company’s production mix is 30 percent light and medium oil, 64 percent heavy oil (15 API or less) and 
six percent natural gas liquids. There were no pipeline constraints during the year and condensate supplies 
were adequate to satisfy heavy oil blending requirements. 


The Company realized an overall average wellhead price of $21.04 per barrel in 1999, up 63 percent from 
the previous year. Canadian Natural plans significant growth in medium and heavy oil volumes for 2000. 
Production is expected to average 135,000 barrels per day for the year, comprised of 37 percent light and 
medium oil, 60 percent heavy oil and three percent natural gas liquids. 


Based on a price forecast of US $21.00 per barrel for WTI and a differential of US $5.25 per barrel for Lloyd 
blends, Canadian Natural would realized a wellhead price of $19.90 per barrel in 2000. Market conditions in 
the first quarter of 2000 with WTI averaging over US $29 suggest we may be very conservative in our annual 
price forecast. 
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MANAGEMENT'S DISCUSSION AND ANALYSIS 


Canadian Natural achieved record results in many areas of financial 
and operational performance in 1999 while continuing to focus 


on low cost, low risk and high return assets. 


The following discussion details Canadian Natural’s 1999 
financial results compared to 1998, including its capital 


program and outlook for 2000. 


This discussion should be read in conjunction with the consolidated financial statements and notes for a full 
understanding of the Company’s financial position and results of operations. Certain information regarding the 
Company contained herein may constitute forward-looking statements under applicable securities laws. Such 
statements are subject to known or unknown risks and uncertainties that may cause actual results to differ 
materially from those anticipated or implied in the forward-looking statements. All data is presented in 
Canadian dollars. For the purpose of calculating a barrel of oil equivalent, Canadian Natural has moved to 
using a factor of six to one (“6:1”) for converting thousand cubic feet of natural gas to a barrel of oil equivalent 
rather than ten to one (“10:1”). This provides more comparable financial and operational data relative to peers 
in the industry including those based in the United States. 


Net Earnings and Cash Flow 


1999 1998 1997 

Net earnings ($ millions) 200.2 59.0 WLS 
Per share Ses oS Wee) ale 
Cash flow ($ millions) TERS 444.2 503.0 
Per share $ 6.96 GB Alay S ols 
Earnings as a percentage of cash flow 27.7% 13.3% 22.1% 
After-tax return on equity 13.2% 4.8% 9.8% 


Cash flow increased 63 percent in 1999 to $723.5 million ($6.96 per share) from $444.2 million ($4.47 per 
share) in 1998 as commodity prices improved significantly in 1999, averaging $17.03 per barrel of oil 
equivalent (“boe”) in 1999 versus $12.80 per boe in 1998. Production volumes also increased ten percent to 
206,922 boe per day in 1999 from 187,851 in 1998. With increased prices and production volumes, the 
Company’s earnings and earnings per share increased to a record $200.2 million or $1.93 per share, a 239 
percent and 227 percent increase respectively, from the prior year’s earnings of $59.0 million and $0.59 per 
share. Canadian Natural’s after-tax return on equity climbed to 13.2 percent in 1999 from 4.8 percent in 1998 
and has averaged 10 percent per year over the past five years. 
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Gross Revenue 


1999 1998 1997 

Oil and liquids ($ millions) 666.3 357.8 485.5 
Per barrel $ 21.04 $ 12.93 $ 18.82 
Natural gas ($ millions) 620.5 519.8 435.6 
Per mcf Se 30 G BAZ $ 1.91 
Total gross revenue ($ millions) 1,286.8 877.6 921.1 
Per boe (6:1) $ 17.03 $ 12.80 $ 14.48 


Gross revenue increased 47 percent from $877.6 million in 1998 to nearly $1.3 billion in 1999 as a direct 
result of strengthened commodity prices and higher production volumes. Crude oil prices showed the greatest 
increase with West Texas Intermediate (WTI) average 1999 price rising 33 percent to US$19.24 per barrel 
from US$14.43 per barrel in 1998. World crude oil fundamentals came back into equilibrium in 1999 and, in 
fact, moved towards an under supply scenario in the fourth quarter with WTI averaging US$26.09 in 
December, 1999. Heavy oil fundamentals also improved over 1998 as the heavy oil differentials narrowed 28 
percent to average Cdn $7.98 per barrel in 1999. This combined affect of a higher crude oil price and lower 
differentials was reflected in the average liquids price received by Canadian Natural which rose 63 percent 
from $12.93 per barrel in 1998 to $21.04 per barrel in 1999. The price received was reduced by $1.22 per 
barrel in 1999 as a result of hedging arrangements entered into by Canadian Natural to fix the price received 
for its commodities. 


Natural gas prices increased 11 percent in 1999 to average $2.36 per thousand cubic feet compared with 
$2.12 per thousand cubic feet in 1998. While demand was impacted by another warmer than normal winter, 
Canadian natural gas production had increased access to markets because, as a result of sufficient pipeline 
expansion, take away capacity existed in 1999 to ensure produced gas could reach higher priced markets in 
North America. Arrangements entered into by Canadian Natural to fix the price of a portion of its natural gas 
sales resulted in an opportunity cost of $0.16 per thousand cubic feet ($0.22 per thousand cubic feet in the 
fourth quarter). 


In 1999, 40 percent of Canadian Natural’s natural gas sales were subject to these fixed price arrangements, 
whereas in 2000, 20 percent of the Company’s estimated natural gas sales are subject to fixed price arrangements. 


Production Volumes 


1999 1998 1997 
Oil and liquids (bbI/d) 86,750 75,744 70,619 
Natural gas (mmcf/d) 721.0 672.6 625.5 
Barrel of oil equivalent (boe/d) (6:1) 206,922 187,851 174,873 


The Company’s crude oil and liquids production volumes increased 15 percent in 1999 to average 86,750 
barrels per day from 75,744 barrels per day in 1998. The most significant increase occurred in the fourth 
quarter of 1999 as average production volumes increased to 115,665 barrels per day up from 76,133 barrels 
per day in the fourth quarter of 1998. This was largely due to the impact of additional production from oil 
producing properties acquired from BP Amoco in the third quarter. The Company also increased its oil drilling 
program in 1999 due to stronger crude oil prices, drilling 229 successful gross oil wells in 1999 up from 120 
successful gross oil wells in 1998. 
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Natural gas production volumes increased seven percent to 721.0 million cubic feet per day (672.6 million 
cubic feet per day in 1998) as the Company increased its drilling program in 1999 to 481 successful gross 
wells from 216 successful gross wells in 1998. Further, Canadian Natural completed an acquisition of 
primarily natural gas producing assets in the third quarter of 1999. 


Analysis of Gross Revenue Increase ($ millions) 


Reported 1998 revenue 877.6 
Effect on revenue of: 
Increased volumes of crude oil and liquids 52.0 
Increased price of crude oil and liquids 256.5 
Increased volumes of natural gas 37.4 
Increased price of natural gas 63.3 
Reported 1999 revenue 1,286.8 
Royalties 
1999 1998 1997 
Oil and liquids ($ millions) Te 45.9 77.6 
Per barrel GO Bes $ 1.66 $3011 
Percentage of revenue 10.7% 12.8% 16.0% 
Natural gas ($ millions) 116.7 70.9 174.8 
Per mcf $ 0.44 S @29 S @ce 
Percentage of revenue 18.6% 13.7% 17.3% 
Total royalties ($ millions) 187.9 116.8 152.4 
Per boe (6:1) $ 2.49 $ 11.740 S Bese 
Percentage of revenue 14.6% 13.3% 16.5% 


Crude oil and liquids royalties increased 36 percent on a per barrel basis to $2.25 in 1999 from $1.66 in 
1998 but actually decreased as a percentage of revenue from 12.8 percent in 1998 to 10.7 percent in 1999. 
This decrease is a direct result of a program to promote development of Alberta’s oil sands resources which 
provides a reduced royalty rate until an oil sands project recovers its capital costs. It is expected that due to 
the combination of available capital cost balances on the Company’s various oil sands projects, budgeted 
capital expenditures within these projects and increased production from oil sands projects, the resultant 
corporate average crude oil and liquids royalty rate will decline in 2000 from 1999 levels. 


Natural gas royalties increased to $0.44 per thousand cubic feet, being 18.6 percent of revenue, in 1999 from 
$0.29 per thousand cubic feet or 13.7 percent of revenue in 1998. Natural gas royalties are sensitive to price 
changes and increased as a percentage of gross sales with the higher sales price received in 1999. 
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Production Expense 


1999 1998 1997 

Oil and liquids ($ millions) 155.1 129.8 WAT 
Per barrel $ 4.90 $ 4.69 $ 4.95 
Natural gas ($ millions) 96.9 82.1 77.9 
Per mef 8 Oe S Oss 8S O34 
Total production expenses ($ millions) 252.0 ZV 205.6 
Per boe (6:1) $ 3.34 $ 3.09 3 G22 


Production expenses increased to $3.34 per boe in 1999 compared with $3.09 per boe in 1998 as newly 
acquired properties were integrated into the Company’s operations. These higher costs were also reflective of 
the technology employed by Canadian Natural in the Primrose heavy oil area and increases in natural gas 
production from British Columbia properties which have higher gathering and processing charges. Crude oil 
and liquids production expenses increased four percent to $4.90 per barrel in 1999 from $4.69 per barrel in 
1998, while natural gas production expenses increased 12 percent to $0.37 per thousand cubic feet in 1999 
from $0.33 per thousand cubic feet in 1998. 


Administration Expense 


1999 1998 1997 

Gross costs ($ millions) 37.6 SiS S959) 
Per boe (6:1) $ 0.50 ® O54 $ 0,56 
Administration* ($ millions) 17.0 18.8 12.8 
Per boe (6:1) S 028 $ O27 $0.20 


* after operator recoveries 


On a per barrel of oil equivalent basis, net administration expenses declined from $0.27 in 1998 to $0.23 in 
1999. More importantly, the expense declined on a gross basis before operator recoveries to $0.50 per boe 
in 1999 from $0.54 per boe in 1998 and stayed relatively constant at $37.6 million in 1999 versus $37.3 
million in 1998. 


Interest Expense 


1999 1998 1997 

Total interest expense ($ millions) 90.4 76.0 37.0 
Per boe (6:1) $ 1.20 $ lead 3 O68 
Average interest rate 5.4% 5.6% 4.3% 
EBITDA interest coverage 9.2 7.0 14.6 


In 1999, interest expense increased to $90.4 million or $1.20 per boe from $76.0 million or $1.11 per boe in 
1998 due to higher average outstanding debt levels incurred to finance a portion of the Company’s 1999 capital 
program. However, interest coverage improved in 1999 over 1998 as earnings before interest, taxes and 
depreciation, depletion and amortization (“EBITDA”) was 9.2 times interest in 1999 versus 7.0 times in 1998. 
The average interest rate paid decreased slightly in 1999 to 5.4 percent from 5.6 percent in 1998. 
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Depreciation, Depletion and Amortization 


($ millions) 1999 1998 1997 


Depletion and depreciation 373.7 320.1 282.9 
Site restoration provision 10.6 AS ony) 
Total ; 384.3 307.4 288.8 
Per bos (6:1) ys 502 & ATT $ 4.53 


Depreciation, depletion and amortization increased 17 percent to $384 million in 1999 due to a 10 percent 
increase in production volumes over 1998 and a larger asset base. On a per barrel of oil equivalent basis, the 
expense increased from $4.77 in 1998 to $5.08 in 1999. 


Unrealized Foreign Exchange Loss 
Canadian Natural has a portion of its long-term debt denominated in U.S. dollars (US$196 million). Due to a 


strengthening Canadian dollar in 1999 versus 1998, the balance of the deferred unrealized foreign exchange 
loss fell by $17.1 million with $2.2 million being recognized as an expense in 1999. 


Taxes 
1999 1998 1997 
Deferred income taxes ($ millions) 136.8 56.0 94.7 
Per boe (6:1) $ 1.80 $ 0.82 $ 1.48 
Effective tax rate 39% 45% 44% 
Capital taxes ($ millions) 15.9 9.9 10.3 
Per boe (6:1) 3 O71 8 Osis S O16 


Canadian Natural’s deferred tax provision for 1999 increased to $137 million from $56 million in 1998 due to 
earnings before taxes increasing to $353 million in 1999 from $125 million in 1998. The Company’s effective 
tax rate declined from 45 percent in 1998 to 39 percent in 1999 due to the decline in non-tax base depletion 
in 1999 from 1998 and a greater increase in resource allowance in 1999 as compared to previous years. 


Currently, the Company is not incurring cash federal income taxes and it is anticipated that, due to the availability 
of $3.0 billion of tax pools at the end of 1999 in addition to budgeted capital expenditures for 2000, no current 
cash income tax liability will occur during 2000. The Company is, however, liable for the payment of capital taxes 
which include the Federal Large Corporation tax, British Columbia capital tax and Saskatchewan capital tax. 
These capital taxes increased to $15.9 million in 1999 from $9.9 million in 1998 primarily due to increased oil 
revenues in Saskatchewan which form part of the calculation in determining the liability for Saskatchewan capital 
tax, and as a result of an increase in the Company’s capital base upon which these taxes are calculated. 
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Liquidity and Capital Resources 


Debt 
($ millions except ratios) “(Gh) 1998 1997 
Working capital deficit (Surplus) (36.4) (57.9) 18.5 
Long-term debt 2,156.9 | 42505) miko Ose! 
Net debt 2,120.5 1,367.6 1,154.8 
Debt to cash flow 2.9 3.1 2.3 
Debt to equity 53% 52% 49% 
Debt to market capitalization 35% 37% 28% 


In May 1999, Canadian Natural issued $125 million of 5 year Medium Term Notes as a strategy to lengthen 
the average maturity of its debt portfolio. In August of 1999, as a part of the BP Amoco acquisition, the 
Company increased its combined bank credit facilities to $2.25 billion from $1.6 billion. The facilities provide 
for annual review and require no principal repayments provided certain covenants, including specific financial 
ratios, are maintained. The Company anticipates continuing to meet these requirements under its current 
operating forecast for 2000. 


In September 1999, 10.5 million common shares were issued for gross proceeds of $399 million. A further 
1.2 million shares were issued throughout 1999 for proceeds of $21.6 million from the exercise of employee 
stock options. 


Capitalization 


1999 1998 

($ millions) $ % $ % 
Working capital surplus (36.4) (0.5) (57.9) (1.4) 
Long-term debt 2,156.9 32:7 1,425.5 35.0 
Deferred credits 541.4 8.2 408.3 10.0 
Warrants at book value 2.9 - 0.7 = 
Common shares at December 31 market value 3,928.8 59.6 2,295.6 56.4 
6,593.6 100.0 4,072.2 100.0 

Capital Expenditures 
($ millions) 1999 1998 1997 
Property acquisitions 1,448.3 197.8 423.4 
Seismic and geological evaluation 17.9 Wi 38.9 
Land acquisition and retention 46.2 89.0 98.3 
Well drilling, completion, equipping 274.8 ZOO. 350.7 
Pipeline and production facilities 143.2 2OSKh 240.3 
Projects under construction (6.5) 25.4 - 
Head office equipment Pil 3:3 46 
Total capital expenditures 1,926.6 743.6 loo 

Funded by: 

Cash flow 723.5 444.2 503.0 
Bank debt and working capital 769.9 151.9 597.3 
Issue of capital stock 407.2 14.0 18.8 
Property dispositions 26.0 133.9 Sil 
1,926.6 743.6 ps2 
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Capital expenditures totalled $1.9 billion in 1999, up from $610 million in 1998. Property acquisitions 
increased by $1.2 billion in 1999 over 1998, comprised primarily of acquisitions from BP Amoco and Blue 
Range Resource Corporation. Expenditures on exploration and development decreased seven percent from 
$517.1 million in 1998 to $482.1 million in 1999. Facilities expenditures decreased to $143.2 million in 1999 
from $205.7 million in 1998 as work on the infrastructure at Pelican Lake was largely completed in 1998. 
Even though Canadian Natural drilled 727 net wells in 1999, 369 more than were drilled in 1998, 
expenditures on well drilling, completion and equipping increased only eight percent due to an extensive 
lower-cost shallow gas drilling program carried out in 1999. Canadian Natural’s 1999 capital program was 
funded through a combination of cash flow, available forms of debt financing, the issue of common share 
equity and the sale of non-strategic properties. 


Five Year Finding and Onstream Costs ($ millions) 


Five year 
1999 1998 1997 1996 1995 total 
Capital expenditures 
Corporate acquisition - - - 654.2 - 654.2 
Net property acquisitions and dispositions 1,422.3 63.9 386.3 164.6 24.0 2,061.1 
Seismic and geological evaluation 17.9 WZ 38.9 S29) 19.4 125.6 
Land acquisition and retention 46.2 39.0 98.3 55.6 30.7 269.8 
Well drilling, completion, equipping 274.8 255.2 350.7 163.8 92.2 1,136.7 
Pipeline and production facilities 143.2 205.7 240.3 130.1 TVS 790.8 
Total net reserve replacement expenditures 1,904.4 581.0 lire 1,200.8 PRM SS) 5,038.2 
Projects under construction (6.5) 25.4 = = = 18.9 
Head office equipment PT 3.3 4.6 2.8 1.3 14.7 
Total capital expenditures 1,900.6 609.7 pt t@s 1,203.6 238.8 5071-8 
Cost of net reserves replacement ($/boe) 
After reserve revisions (10:1) 5.49 5.99 5.02 5.24 Si) Broil 
After reserve revisions (6:1) 4.93 4.79 4.53 4.04 4137 4.56 


Business Environment and Outlook 

Exploring, developing, producing and marketing of crude oil, natural gas and natural gas liquids consists of 
several inherent risks including: 

© economic risk of finding and producing reserves at a reasonable cost; 

© financial risk of marketing reserves at an acceptable price, given market conditions; 

e cost of capital risk associated with securing the needed capital to carry out the Company’s operations; 

© environmental risk of carrying out operations with minimal impact; and 


e human resources risk of employing talented, motivated employees who share a vision in congruence with 
Canadian Natural’s shareholders. 
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Canadian Natural remains focused in the Western Canadian Sedimentary Basin where its expertise lies. 
Operational control is enhanced by focusing efforts in large core areas with high-working interests and where 
the Company assumes operatorship of all key facilities. Product mix is diversified ranging from the production 
of natural gas to the production of crude oil of various grades. Marketing efforts are aimed at various markets 
to ensure that undue exposure to any one market does not exist. Financial instruments are utilized to help 
ensure targets are met and to manage exposure to uncertain commodity markets. Finally, the Company 
employs highly-qualified, motivated employees, who are also shareholders, to ensure these strategies are 
implemented successfully. 


The Company’s current position with respect to its hedging arrangements is outlined in Note 7 of the Company’s 
consolidated financial statements. These arrangements and policies concerning the Company’s hedging 
program are under constant review and may change depending upon the prevailing market conditions. 


Canadian Natural’s capital structure mix is also monitored on a continued basis to ensure that it optimizes 
flexibility, minimizes cost and offers the greatest opportunity for growth. This includes the determination of a 
reasonable level of debt and any interest rate exposure risk which may exist. 


Canadian Natural continues to employ an Environmental Management Plan to ensure the welfare of its 
employees, the communities in which it operates and the environment as a whole. Environmental protection 
is of fundamental importance and is undertaken in accordance with guiding principles approved by the 
Company’s Board of Directors. On an annual basis, the Board of Directors are presented with a detailed copy 
of the Company’s Environmental Management Plan which is updated regularly at quarterly Directors’ meetings. 


Expectations for 2000 vary depending upon the commodity prices eventually received by the Company and 
production volumes sold. Cash flow is forecasted to be in the range of $950 million to $1.1 billion based on 
a corporate average natural gas price of $2.75 per thousand cubic feet and an average WTI of US$21.00. 
Production volumes, on a six to one barrel of oil equivalent basis, are forecasted to range between 250,000 
and 265,000 per day. Canadian Natural’s capital budget is set at $1 billion comprising $750 million for 
exploration and development expenditures and $250 million for property acquisitions. The Board of Directors 
has determined that at this time any excess cash flow realized over and above the total capital expenditures 
will be directed towards repayment of long-term debt. Following this course of action will enable Canadian 
Natural to prudently invest its cash flow to provide continuing production growth per share, superior returns 
on equity and maintain its ability to pursue future opportunities as they arise. 


2000 Sensitivity Analysis 


Cash flow Cash flow per share 
$ millions $ 
Natural gas price ($0.10/mcf) 25.0 0.22 
Natural gas volume (10 mmcf/d) 6% 0.06 
Oil price (WTI - U.S. $1.00) 55.0 0.49 
Oil volume (1,000 bbls/d) 5.0 0.04 


Interest rates (1%) 19.0 Ov 


ay OL) eee 
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Per-Unit Results 


1999 1998 1997 1996 1995 
Crude oil and liquids ($/bbl) 
Revenue 21.04 12.93 18.82 28.52 19.82 
Royalties 2.25 1.66 3.01 4,50 2.99 
Production 4.90 4.69 4.95 5.04 5.02 
Operating netback 13.89 6.58 10.86 13.98 ilsiaey 
Natural gas ($/mcf) 
Revenue 2.36 DW WASH aljevfasl 1.43 
Royalties 0.44 0.29 0.33 0.23 0.16 
Production 0.37 88 0.34 0.33 0.30 
Operating netback ees) 1.50 1.24 a1 0.97 
Barrel of oil equivalent ($/boe) (6:1) 
Revenue 17.03 12.80 14.48 14.42 WSS) 
Royalties 2.49 1.70 2.39 Zul 1.44 
Production 3.34 3.09 3,22 2.94 2.59 
Operating netback 11.20 8.01 8.82 9.11 7.36 
Administration 0.23 Oi 0.20 On 0.18 
Interest 1.20 1.11 0.58 0.60 0.85 
Capital taxes 0.21 Om 0.16 0.19 alia 
Cash flow netback 9.56 6.48 7.88 8.15 6.22 
DD&A 5.08 4.77 4) (oye) 4.13 8.44 
Unrealized foreign exchange loss 0.03 0.08 0.13 = = 
Deferred income taxes 1.80 0.82 1.48 1.87 Hale 
Net earnings 2.65 0.86 1.74 DAS sf 
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Quarterly Financial Information (unaudited) 


($ millions, except per share) Qi Q2 Q3 Q4 Total 
1999 
Oil and natural gas revenue 202.4 231.8 399.2 453.4 1,286.8 
Cash flow 100.7 125.4 235.0 262.4 723.5 

Per share 1.01 Aas 2.29 2.41 6.96 
Net earnings 10.3 23.5 70.5 95.9 200.2 

Per share 0.10 0.24 0.69 0.90 1.93 
($ millions, except per share) Qi Q2 Q3 Q4 Total 
1998 
Oil and natural gas revenue 203.2 206.9 223.8 243.7 877.6 
Cash flow 95.4 102.0 119.4 120 444.2 

Per share 0.97 1.02 120) 1.28 4.47 
Net earnings 8.4 6.2 20.9 23.0 59.0 

Per share 0.08 0.07 0.21 0.23 0.59 
Trading and Share Statistics 

Qi Q2 Q3 Q4 1999 Total 1998 Total 

Trading volume (thousands) 27,439 31,100 26,645 22,431 107,615 102,610 
Trading value ($ millions) 665 866 933 763 3,227 2,643 
Share price ($/share) 

High 28.25 30.25 38.60 37.45 38.60 31.50 

Low 19.80 24.25 29.05 30.55 19.80 18.25 

Close 26.00 29.00 34.40 35.25 35.25 23.00 
Market capitalization, at December 31 

Shares outstanding (thousands) 111,454 99,809 

Year-end share price ($/share) 35.25 23.00 
Total ($ millions) 3,929 2,296 
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MANAGEMENT'S RESPONSIBILITY 


The accompanying consolidated financial statements and all information in the annual report are the 
responsibility of management. The consolidated financial statements have been prepared by management in 
accordance with the accounting policies in the notes to the consolidated financial statements. Where 
necessary, management has made informed judgements and estimates in accounting for transactions which 
were not complete at the balance sheet date. In the opinion of management, the financial statements have 
been prepared within acceptable limits of materiality and are in accordance with Canadian generally accepted 
accounting principles appropriate in the circumstances. The financial information elsewhere in the annual 
report has been reviewed to ensure consistency with that in the consolidated financial statements. 


Management maintains appropriate systems of internal control. Policies and procedures are designed to give 
reasonable assurance that transactions are appropriately authorized, assets are safeguarded from loss or 
unauthorized use and financial records properly maintained to provide reliable information for preparation of 
financial statements. 


PricewaterhouseCoopers LLP, an independent firm of Chartered Accountants, has been engaged, as approved by 
a vote of the shareholders at the Company’s most recent Annual General Meeting, to examine the consolidated 
financial statements in accordance with generally accepted auditing standards in Canada and provide an 
independent professional opinion. Their report is presented with the consolidated financial statements. 


The Board of Directors is responsible for ensuring that management fulfills its responsibilities for financial 
reporting and internal control. The Board exercises this responsibility through the Audit Committee of the 
Board. This committee, which is comprised of a majority of non-management directors, meets with 
management and the external auditors to satisfy itself that management responsibilities are properly 
discharged and to review the consolidated financial statements before they are presented to the Board of 
Directors for approval. The consolidated financial statements have been approved by the Board of Directors 
on the recommendation of the Audit Committee. 


Fe es 


John G. Langille, CA Gregory G. Adams, CA Randall S. Davis, CA 
President Vice-President, Finance Manager, Financial Accounting 
March 6, 2000 
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AUDITORS’ REPORT TO THE SHAREHOLDERS 


We have audited the consolidated balance sheets of Canadian Natural Resources Limited as at December 31, 
1999 and 1998 and the consolidated statements of earnings and retained earnings and cash flows for the 
years then ended. These financial statements are the responsibility of the Company’s management. Our 
responsibility is to express an opinion on these consolidated financial statements based on our audits. 


We conducted our audits in accordance with Canadian generally accepted auditing standards. Those 
standards require that we plan and perform an audit to obtain reasonable assurance whether the financial 
Statements are free of material misstatement. An audit includes examining, on a test basis, evidence 
supporting the amounts and disclosures in the financial statements. An audit also includes assessing the 
accounting principles used and significant estimates made by management, as well as evaluating the overall 
financial statement presentation. 


In our opinion, these consolidated financial statements present fairly, in all material respects, the financial position 
of the Company as at December 31, 1999 and 1998 and the results of its operations and its cash flows for the 
years then ended in accordance with accounting principles generally accepted in Canada. 


Drrernbtirhauactorpes jy 


Calgary, Alberta Chartered Accountants 
March 6, 2000 
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CONSOLIDATED BALANCE SHEETS 


As at December 31 (thousands of dollars) 


1999 1998 


er ERS ERE TRCN EES EEE SEL ESI SI PUT RNS PEPER SEES TE EEE SRE RPE EEE OTIC EAA PLA PEPE DIE PE SD EB SET ISIE IEIEES 


ASSETS 
Current assets 
Cash $ 66 $ 92 
Accounts receivable and prepaid expenses 250,113 143,660 
Inventory 46,831 50,440 
297,010 194,192 
Property, plant and equipment (note 2) 4,553,541 3,033,628 
Deferred unrealized foreign exchange loss 299 19,598 
4,850,850 | 3,247,418 
LIABILITIES 
Current liabilities 
Accounts payable and accrued liabilities 260,568 136,305 
Long-term debt (note 3) 2,156,850 1,425,479 
Provision for site restoration costs 36,918 Sooie 
Deferred income taxes 504,497 374,966 
2,958,833 1,970,068 
SHAREHOLDERS’ EQUITY 
Capital stock and contributed surplus (note 4) 1,268,218 COCNoll 
Retained earnings 623,799 423,599 
1,892,017 1277350 
$ 4,850,850 $ 3,247,418 


Signed on behalf of the Board 


ML 2 


Allan P. Markin 
Director 


N. Murray Edwards 
Director 
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CONSOLIDATED STATEMENTS OF EARNINGS AND RETAINED EARNINGS 


For the Years Ended December 31 (thousands of dollars) 1999 1998 
INCOME 
Oil and natural gas $ 1,286,763 $ 877,635 
Less: royalties (187,877) (16S 757) 
1,098,886 | 760,878 
EXPENSES 
Production 252,037 211,899 
Administration 17,025 18,820 
Interest 90,447 75,989 
Unrealized foreign exchange loss 2,182 1,832 
Depreciation, depletion and amortization 384,311 327,402 
746,002 635,942 
Earnings Before Taxes 352,884 124,936 
Capital taxes 15,908 9,946 
Deferred income taxes (note 5) 136,776 55,973 
Net Earnings for the Year (note 6) 200,200 ie 59,017 
Retained Earnings - Beginning of Year 423,599 364,582 
Retained Earnings — End of Year $ 623,799 l $ 423,599 
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CONSOLIDATED STATEMENTS OF CASH FLOWS 


For the Years Ended December 31 (thousands of dollars) 1999 1998 
OPERATING ACTIVITIES 
Net earnings for the year $ 200,200 $ 69,017 
Non-cash items 
Depreciation, depletion and amortization 384,311 327,402 
Deferred income taxes 136,776 55,973 
Unrealized foreign exchange loss 2,182 1,832 
Cash flows provided from operating activities (note 6) 723,469 444,224 
Net change in non-cash working capital balances 
related to operating activities (54,561) (8,192) 
668,908 436,032 
FINANCING ACTIVITIES 
Increase in long-term debt 748,488 267,773 
Issue of capital stock - net of expenses 404,322 14,019 
Decrease in deferred liabilities - (39,855) 
1,152,810 241,937 
INVESTING ACTIVITIES 
Expenditures on property, plant and equipment (1,916,695) (741,604) 
Expenditures on abandonments (6,997) (2,026) 
Net proceeds on sale of properties, plant and equipment 25,968 133,906 
Net change in non-cash working capital balances 
related to investing activities 75,980 (68,328) 
(1,821,744) (678,052) 
Decrease in Cash (26) (83) 
Cash —- Beginning of Year 92 WS 
Cash —- End of Year* $ 66 $ 92 
* Cash consists of demand deposits at Canadian chartered and foreign banks. 
SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION 
For the Years Ended December 31 (thousands of dollars) 1999 1998 
Interest paid $ 90,049 Se (A012 
Taxes paid $ 14,290 $ 10,864 
Changes in non-cash working capital: 
Accounts receivable and prepaid expenses $ (106,453) Ne Me eleyips.e) 
Inventory 3,609 (34,331) 
Accounts payable and accrued liabilities 124,263 (67,345) 


$ 21,419 | $ (76,520) 
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 


For the Years Ended December 31, 1999 and 1998 
(tabular amounts in thousands of dollars, unless otherwise stated) 


1. ACCOUNTING POLICIES 

Principles of consolidation 

The consolidated financial statements include the accounts of the Company, its wholly-owned subsidiaries and its 
general partnership. 


Inventory 
Inventory is comprised of product inventory and oilfield equipment and is valued at the lower of cost and net 
realizable value. 


Petroleum and natural gas properties, plant and equipment 

The Company follows the full cost method of accounting for petroleum and natural gas properties and equipment 
wherein all costs relating to the exploration for and development of oil and natural gas reserves are capitalized. 
Proceeds on disposal of properties are ordinarily deducted from such costs without recognition of profit or loss 
except where such disposal constitutes a major portion of the Company’s reserves. 


The accounts reflect only the Company’s proportionate interest in its exploration and production activities where 
such activities are conducted jointly with others. 


The costs related to petroleum and natural gas properties are depleted on the unit-of-production method based on the 
Company's total estimated proven reserves. Volumes of net production and reserves before royalties are converted to 
equivalent units on the basis of estimated relative energy content. In determining its depletion base, the Company 
includes estimated future costs to be incurred in developing proven reserves and excludes the cost of unproven land. 
Processing facilities, net of salvage, are depreciated based on the estimated useful life of each facility. 


The Company carries its petroleum and natural gas properties at the lower of the capitalized cost and net 
recoverable value. Net capitalized cost is calculated as the net book value of the related assets less the accumulated 
provisions for deferred income taxes and site restoration costs. Net recoverable value is limited to the sum of future 
net revenues from proven properties, and the cost of unproved properties net of provisions for impairment less 
estimated future financing and administrative expenses and income taxes. Future net revenues are based on prices 
and costs prevailing at the year end. 


Provision for site restoration costs 

The provision for future removal and site restoration costs, as estimated by the Company, is charged against income 
on a straight-line basis over 20 years as part of depletion expense. The cumulative amount, net of actual 
expenditures, is recorded as a provision for site restoration costs. 


Depreciation and amortization 
Depreciation and amortization on assets other than depletable petroleum and natural gas assets are designed to 
amortize their cost over their estimated lives. 


Foreign currency translation 

Foreign currency denominated monetary assets and liabilities are translated to Canadian dollars at the exchange rate 
in effect at the balance sheet date. Foreign currency denominated revenues are translated to Canadian dollars at the 
monthly average exchange rate. Foreign exchange gains or losses are included in the determination of net income 
for the period except for unrealized gains or losses on long-term debt which are deferred and amortized over the 
remaining term of the debt. 
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Income taxes 

The Company follows the tax allocation method of accounting for the tax effect of the timing differences between 
taxable income and income as recorded in the financial statements. Timing differences arise when, for income tax 
purposes, the Company deducts exploration and development expenditures and capital cost allowances in amounts 
differing from those charged to expense in the financial statements. 


Stock based compensation plans 

Consideration paid by employees or directors on the exercise of stock options under the employee stock option plan 
is recorded as share capital. The Company matches employee contributions to the stock savings plan and these 
cash payments are recorded as compensation expense. 


Hedging 

The Company uses various financial instruments to reduce its exposure to foreign exchange rates and crude oil and 
natural gas commodity price fluctuations. The Company does not use these instruments for trading purposes. Gains 
or losses on these contracts, which constitute effective hedges, are included in production revenue at the time of 
sale of the related product. 


2. PROPERTY, PLANT AND EQUIPMENT 
1999 


Accumulated 
depreciation, 
depletion and 


Cost amortization Net 
Petroleum and natural gas properties, plant and equipment $ 5,893,744 $ 1,349,357 $ 4,544,387 
Office equipment and leasehold improvements 17,887 8,733 9,154 


$ 5,911,631 $ 1,358,090 $ 4,553,541 


1998 


Accumulated 
depreciation, 
depletion and 


Cost amortization Net 
Petroleum and natural gas properties, plant and equipment $ 4,002,772 Si OG Oia aouees.025°201 
Office equipment and leasehold improvements 15,202 6,805 8,427 


$ 4,018,004 $ 984,376 $ 3,033,628 


No administrative overhead relating to exploration and development has been capitalized during 1999 and 1998. 
Unproven land costs of $418,106,291 (1998 — $296,013,537) have been excluded from the Company's depletion base. 


3. LONG-TERM DEBT 


1999 1998 

Bank credit facilities 
Bankers’ acceptances $ 1,748,963 $ 823,568 
U.S. $ Bankers’ acceptances (U.S. $196 million, 1998 - U.S. $196 million) 282,887 299,978 
Credit facility bearing interest at prime lending rates - Ben 
Commercial paper - 299,212 
2,031,850 1,425,479 


Medium term notes 
6.85% unsecured debentures maturing on May 28, 2004 125,000 - 
$ 2,156,850 $ 1,425,479 
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Bank credit facilities 

The Company has unsecured bank credit facilities of $2,250 million comprised of a $100 million operating demand 
facility, and two revolving credit and term loan facilities totaling $2,150 million. The revolving credit and term loan 
facilities are fully revolving for 364-day periods with provision for extensions at the option of the lenders and upon 
notice from the Company. If not extended, the facilities convert to a non-revolving reducing loan with a term of 
between three and five years. The bank facilities provide that the borrowings may be made by way of operating 
advance, prime loans, bankers’ acceptances, U.S. base rate loans or U.S. dollar LIBOR advances which bear interest 
at the bank’s prime rates or at money market rates plus stamping fee. Principal repayments are not required provided 
certain convenants with respect to the Company’s financial ratios are maintained. Based upon the remaining credit 
facilities, the indebtedness outstanding at December 31, 1999 and the Company’s cash flow, no current portions of 
these bank credit facilities are required to be paid and therefore no current portions have been recognized. 


4. CAPITAL STOCK AND CONTRIBUTED SURPLUS 
(a) Authorized 
200,000 Class 1 preferred shares with a stated value of $10 each 


Unlimited number of common shares 


(b) Capital stock and contributed surplus 


1999 1998 
Common shares issued $ 1,263,397 $ 851,960 
Contributed surplus 1,943 1,050 
Warrants 2,878 741 


$ 1,268,218 Sesh 7a 


(c) Issued 
1999 1998 
Number Number 
of shares Amount of shares Amount 
Common shares 
Balance — beginning of year 99,809,248 $ 851,960 98,818,977 $ 837,941 
Issued for cash pursuant to a prospectus offering 10,500,000 399,000 - - 
Exercise of stock options 1,228,153 21,552 990,271 14,019 
Cancellation of shares (83,335) (152) - - 
Issue costs — net of deferred tax - (8,963) - - 
Balance — end of year 111,454,066 $ 1,263,397 99,809,248 $ 851,960 
Warrants 
Balance — beginning of year 750,000 $ 741 750,000 $ 741 
Issued during the year 500,000 2,900 - = 
Expired during the year (750,000) (741) = = 
Issue costs — net of deferred tax - (22) = = 
Balance — end of year 500,000 $ 2,878 750,000 $ 741 
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(d) Contributed surplus 


1999 1998 
Balance — beginning of year $ 1,050 $ 1,050 
Expiry of warrants 741 = 
Cancellation of shares 152 = 
Balance — end of year $ 1,943 $ 1,050 


(e) Cancellation of shares 
During the year, 83,835 shares were returned to treasury and cancelled on the expiry of the conversion period for 
exchanging previously issued equity and debt instruments into common shares of the Company. 


(f) Warrants 

During the year, the Company issued 500,000 warrants at an ascribed value of $2,900,000 to acquire property, plant 
and equipment. Each warrant entitles the holder to acquire one common share of the Company at a price of $30.00 per 
common share until August 16, 2001. Warrants which were outstanding at December 31, 1998 expired unexercised. 


(g) Stock options 

The Company's stock option plan provides for granting of options to directors, officers and employees in a total 
amount up to a maximum of ten percent of the total issued and outstanding common shares of the Company. 
Options granted under the plan have a maximum term of six years to expiry and vest equally over a five year period 
starting on the first anniversary date of the grant. The exercise price of each option granted equals the market price 
of the Company's stock on the date of grant. 


The following tables summarize the information relating to stock options outstanding at December 31, 1999 and 1998. 


1999 1998 

Weighted Weighted 

Share average Share average 
options exercise price options exercise price 
Outstanding — beginning of year 9,724,464 $ 23.98 7,399,347 $ 23.62 
Granted 1,888,610 31.72 4,124,145 24.63 
Exercised (1,228,153) 17.55 (990,271) 14.16 
Forfeited (720,470) 28.16 (808,757) 26.98 
Outstanding — end of year 9,664,451 $ 25.99 9,724,464 $ 23.98 
Exercisable — end of year 3,331,204 $ 24.10 2,610,181 $ 21.60 

Options Outstanding Options Exercisable 

Weighted Weighted Weighted 

Range of exercise Options average remaining average Options average 
prices outstanding term (years) exercise price exercisable exercise price 
Under $20.00 1,892,215 0.6 $ 14.88 1,304,781 $ 15.08 
$20.00 to 24.99 2,296,226 4.3 22.50 527,446 22.94 
$25.00 to 29.99 2,197,000 44 27.10 454,352 27.28 
Over $30.00 3,279,010 44 34.11 1,044,625 34.56 
9,664,451 3.5 $ 25.99 8,331,204 $ 24.10 
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5. DEFERRED INCOME TAXES 
The provision for deferred income taxes is different from the amount computed by applying the combined statutory 
Canadian federal and provincial income tax rates to earnings before taxes. 


The reasons for the difference are as follows: 


1999 1998 
Statutory tax rate 44% 44% 
Tax provision at statutory rate $ 155,269 $ 54,972 
Effect on taxes of — 
Non-deductibility of crown royalties, lease rentals and mineral taxes 64,844 36,422 
Non-tax base depletion 12,950 22,641 
Alberta royalty tax credit (607) (612). 
Resource allowance (95,680) (67,450) 


$ 136,776 $ 55,973 


6. COMMON SHARE DATA 
Common share data, using the weighted average number of common shares outstanding of 103,906,418 (1998 — 


99,331,028) is : 
1999 1998 
Earnings — basic $ 1.93 $ 0.59 
— fully diluted 2 ° 
Cash flows provided from operating activities — basic $ 6.96 $ 4.47 
— fully diluted i a 


* The effect of dilution on earnings per share and funds provided from operations per share is anti-dilutive in 1998 and 1999 utilizing the Company's rate 
of return on funds invested. 


7. FINANCIAL INSTRUMENTS 
The Company’s financial instruments recognized in the consolidated balance sheets consist of cash, accounts 
receivable, current liabilities and long-term debt. 


The estimated fair values of recognized financial instruments have been determined based on the Company’s 
assessment of available market information and appropriate valuation methodologies; however, these estimates may 
not necessarily be indicative of the amounts that could be realized or settled in a current market transaction. 


The carrying value of cash, accounts receivable, current liabilities and long-term debt approximate their fair value with 
the exception of the medium term notes. 


The estimated fair values of the medium term notes and derivative financial instruments are as follows: 


1999 1998 
Carrying Fair Carrying Fair 
value value value value 
Medium term notes $ 125,000 $ 122,138 $ 8 - 
Derivative financial instruments $ - $ (69,736) $ — §$ (84,555) 
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The Company uses certain derivative financial instruments to manage its foreign currency and commodity price 
exposures. These financial instruments are entered into solely for hedging purposes and are not used for trading or 
other speculative purposes. The Company is exposed to certain losses in the event of non-performance by 
counterparties to derivative instruments; however, the Company minimizes its financial credit risk by entering into 
agreements with only highly rated financial institutions. The Company is also exposed to certain losses by non- 
performance on the part of purchasers of crude oil and natural gas. However, the Company minimizes this credit risk 
by entering into sales contracts with only highly rated entities. 


The following summarizes transactions outstanding at December 31, 1999. 


(i) Crude oil 

At December 31, 1999 the Company had hedged 20,000 barrels per day for the year 2000 at an average price of 
U.S. $22.25 per barrel and 30,000 barrels per day for the first quarter of 2000 at an average floor price of U.S. 
$23.00 per barrel and an average ceiling price of U.S. $26.88 per barrel. 


(ii) Natural gas 
At December 31, 1999 the Company had hedged 7,900 mmbtu per day at Aeco for the year 2000 at an average 
price of Cdn. $1.66 per mmbtu. 


At December 31, 1999 the Company had hedged the basis between Empress and NYMEX Henry Hub at U.S. $0.73 
per mmbtu for 5,500 mmbtu per day for 2000 through 2005 and for 4,600 mmbtu per day for 2006. 


At December 31, 1999 the Company had hedged 20,000 mmbtu per day at Sumas for 2000 to 2002 and 16,700 
mmbtu per day for 2008 at an average price of Cdn. $2.85. 


At December 31, 1999 the Company had hedged 85,800 mmbtu per day at Henry Hub at an average NYMEX price 
of U.S. $2.02 per mmbtu for 2000; 35,000 mmbtu per day at an average price of U.S. $1.78 for 2001; 10,000 
mmibtu per day at an average price of U.S. $1.87 per mmbtu for 2002 to 2005; and 8,300 mmbtu per day at an 
average price of U.S. $1.87 per mmbtu for 2006. 


(iii) Foreign currency 

At December 31, 1999 the Company had fixed the exchange rate on U.S. dollars through currency swaps as follows: 
2000 — U.S. $12.6 million per month at an average exchange rate of 1.3415; 2001 — U.S. $11.3 million per month 
at an average exchange rate of 1.8334; and 2002 — U.S. $0.3 million per month at an average exchange rate of 
1.3740. The amounts fixed approximate 14 percent of the amounts of U.S. cash received each month from the sale 


of crude oil and natural gas. 


8. DIFFERENCES BETWEEN CANADIAN AND UNITED STATES GENERALLY 

ACCEPTED ACCOUNTING PRINCIPLES 
The consolidated financial statements have been prepared in accordance with Canadian generally accepted 
accounting principles ("GAAP"), which differ in some respects from GAAP in the United States. The significant 
differences in GAAP, as applicable to these consolidated financial statements and notes, are described in the 
Company’s Form 40-F report, which is filed with the United States Securities and Exchange Commission. 
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TEN-YEAR REVIEW 


Year Ended December 31 1999 1998 1997 


Financial ($ thousands, except per share data) 


Revenues 
Gross revenue 1,286,763 877,635 921,114 
Oil and natural gas revenues, net of royalties 1,098,886 760,878 768,772 
Interest income = = = 
Expenses 
Production 252,037 211,899 205,638 
Administration 17,025 18,820 12,769 
Interest 90,447 75,989 37,017 
Depreciation, depletion and amortization 384,311 827,402 288,794 
Unrealized foreign exchange loss (gain) 2,182 1,832 8,247 
Provision for taxes 152,684 65,919 104,964 
Cash flow from operating activities 723,469 444 224 503,012 
Per share* 6.96 4.47 5.13 
Net earnings 200,200 59,017 111,293 
Per share* 1.93 0.59 1.14 
Balance Sheet Information 
Capital expenditures (net) ; 1,900,624 609,724 1,119,176 
Working capital surplus (deficiency) 36,442 57,887 (18,550) 
Total assets 4,850,850 3,247,418 2,931,148 
Long-term debt 2,156,850 1,425,479 1,136,276 
Shareholders’ equity 1,892,017 TSO) 1,204,314 
Common shares outstanding (O00s)* 111,454 99,809 98,819 
Weighted average shares outstanding (O0Os)* 103,906 99,331 98,042 
Number of Employees (Dec 31) 
Office 397 335 339 
Field 278 212 203 
Total 675 547 542 
Operating 


Reserves (proven and probable) 
Crude oil and NGLs (mbbls) 


Proven 553,556 287,005 270,421 
Probable 86,368 97,188 81,008 
Total 639,924 384,193 351,429 
Natural gas (bcf) 
Proven 2,183 1,905 WAGs} 
Probable 364 311 363 
Total 2,547 2,216 2,096 
Land Holdings (000s) 
Gross acres 10,192 8,586 8,514 
Net acres 8,590 Giloo 6,938 
Production 
Crude oil and NGLs (bbls/d) 86,750 75,744 70,619 
Natural gas (mmcf/d) 721.0 672.6 625.5 
Average crude oil and NGLs price ($/bbl) 21.04 12.93 18.82 
Average natural gas price ($/mcf) 2.36 22 1.91 
Drilling activity (net wells) 
Crude oil wells 211.5 106.5 442.9 
Natural gas wells 457.6 193.2 199.6 
Injection wells 8.9 15.6 4) 
Dry and abandoned 49.3 42.7 67.0 
Total 727.3 357.9 711.0 
Success rate (%) 93 88 91 


RAAT RAITT PEE AE EE ESD DEE EEE EI TSE EIT EE EE IS SO SET LICE EE DT EI SES ST I 
* Restated to reflect two for one stock split in June 1993. 
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TEN-YEAR REVIEW 


1996 1995 1994 1993 1992 1991 1990 
636,810 281,065 259,014 157,930 77,031 40,058 20,825 
532,347 245,419 221,182 135,419 66,038 34,892 18,061 

= = = 144 166 263 239 

129,901 63,914 51,309 30,867 18,374 9,963 5,031 
7,686 4,327 2,119 3,029 1,807 1,248 767 
26,693 20,940 12,325 6,495 3,837 2,001 1,423 
182,431 82,413 67,121 35,023 18,448 10,123 3,953 
36 (43) = - - - - 
90,574 31,467 43,437 25,831 9,815 3,254 ZNO 
359,741 153,621 152,765 94,210 41,776 21,324 11,023 
4.32 2.22 2.39 1.64 0.81 0.50 0.30 
95,026 42,401 54,215 34,315 13,923 8,030 5,019 
1.14 0.61 0.85 0.60 0.27 0.19 0.14 
1,203,609 238,841 331,153 271,204 89,998 59,206 32,915 
(836) OraZ 4,035 2,204 (1,979) (860) (1,175) 
2,062,633 900,429 737,800 436,866 173,186 99,763 47,153 
588,021 237,700 242,856 189,165 60,478 35,561 14,938 
1,074,205 496,348 356,182 171,213 81,451 45,224 20,130 
97,383 74,074 66,709 59,862 54,441 49,044 41,887 
83,246 69,319 63,873 57,596 51,475 42,774 37,044 

293 159 118 87 A 27 19 

135 46 44 36 20 4 = 

428 205 162 123 61 31 19 
140,931 S820 43,201 29,164 13,477 6,953 2,497 

49,708 23,476 14,301 13,466 5,173 2,349 794 
190,639 76,753 57,502 42,630 18,650 9,302 3,291 
1,605 924 894 666 333 188 105 
362 208 175 101 25 22 i 
1,967 lo2 1,069 167 358 210 Wa 
7,514 4,423 3,764 3,014 1,054 672 438 
5,825 3,334 2,714 1,873 738 472 248 
87,399 16,836 12,820 8,005 4,184 1,681 966 
499.3 304.8 237.5 164.8 93.5 57.3 25.3 
23.52 19.82 18.18 18.17 20.84 21.39 22.65 
eval 1.43 eke) Wale 1.31 1.28 1.39 
208.9 112.5 43.7 32.8 9.8 11.0 1.0 
128.1 SHS) 138.1 68.2 19.8 West 13.4 
1.0 = = = = = = 
629 22.3 44.5 27.6 21.5 g10 4.7 
400.9 208.7 226.3 128.6 51.1 32.7 Oe 
84 89 80 “es 58 fe. 75 
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